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Re:  Consolidated Application for Authority to Transfer Control of XM Radio Inc.
and Sirius Satellite Radio Inc., MB Docket No. 07-57

Dear Ms. Dortch:

In accordance with the Second Protective Order in above-captioned proceeding,'
enclosed please find two redacted copies of the documents orally requested by the Commission
on February 28, 2008, from XM Satellite Radio Holdings Inc.

Per the Protective Order, XM is filing, under separate transmittal, one unredacted copy
with the Secretary’s Office, and two unredacted copies with Jamila Bess Johnson of the Industry
Analysis Division of the Media Bureau. The unredacted version of the complete document will
be made available for inspection, pursuant to the terms of the Protective Orders, as applicable, at
the offices of Latham & Watkins LLP, 555 Eleventh Street NW, suite 1000, Washington, D.C.
20004. Counsel for parties to this proceeding should contact Jeffrey M. Shrader at (202) 637-
2184 to coordinate access after they comply with the terms of the FCC’s Protective Orders.

See Applications of Sirius Satellite Radio Inc. and XM Satellite Radio Holdings Inc. for
Approval to Transfer Control, Protective Order, MB Docket No. 07-57, DA 07-4666 (rel.
Nov. 16, 2007).
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Please direct any questions concerning this matter to me.

Respectfully,
/s/ Gary M. Epstein

Gary M. Epstein
Counsel for XM Satellite Radio Holdings Inc.
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Satellite Radio Initiation

Satellite Radio Will Return to Orbit,
But It's Too Early to Buy XM

W initiated coverage of Sirius Sateilite Radio {$IRI) with an Outpsrform mting and XM
Satetlite Radio (XMSR) with a Neutra! rating, with respective target prices of $8 and $17.

Positive s#cular growth outiook. We are bullish onthe secular growth prospects for satellite
radio and the long-tenm economice of the business model. Ve eetimate satellite radio
subscrbers and reverwse will grow at 32% and 45% CAGRs from 2008-2010, and longterm
EBITDA margins will reach the 35% level with capex/sales of 2-3%.

Favorable risk/maward. We believe that intrinsically, significant upekie exists to cument
valuatione for both stocks. However, a wide range of potertial oulcomes may viekl a wide
range of sfock prices. Vve model five scenanos for each company and the range of outcomes
vanes from 25% downside o 155% upeide potertial for Sius, and 25% downeide to 230%
upside potential for XM. We probability weighted these scerarice to armive at our farget prices.

An sarnings momentum story, driven by secular growth. Subscriber growth, pricing, chum,
and coet per gross add (CPGA) are the key drivers of camings estimates. This is not a
valuation story given the lack of support from tradifional vaiuation rnetrics; we suggest caution
in calling the bottorn for these stocke when more bad news is abead, and vice versa in
attempting to call the top.

Qutperform on Sirius. We believe camings momentun will be positive for the next 12 morths.
We expect Sirs (o beat hoth 2006 guidance and 2008 and 2007 comeenaue estimates for
subscribers and revenue, because we believe Sirile will maintain retail shane of groes adds in
the 55% range and upside exists in OEM. Our 2008 estimates are 5% above guidance and 3%
above consensus for net additions, and 2% above conseneus for revenua, Our 2007 estimates
are 5% above consensus net additiors. We belleve Sirius will announce a price increase in
2007-2008, which would drive further positive earnings mxxmentum.,

Neutrai on XM, We believe that eamings momertum will be negative inthe short term. We
expect XM to miss its 2006 subscriber gudance of 8.5 million, as wek as comsensus estimates

researchieam for subscribers and revenue of 8.38 million and $935 million In 2006, and 11,16 million and
Bryan Kraft $1,325 milkion in 2007. Owr 2006 estimates are 6% below consensus for net additions and 2%
';:;‘;2'_,‘."3:“;'1"“ below coneersus for revenue. Ouwr 2007 estimatea are 3% below consenesus for net additione
bryan v Aggurech wams om and 7% below consensus for revenue. Qver the long term we believe that XM is better

. positioned than Sirus in the CEM chahnel and will have greater eamings potertial as the OEM
:f:'r'm E-A'f";‘m channel matwres (i.e., 2015-2020). However, we think it will take a longer period of fime for
404 887 2849 XM's business maodel to come together and s eamings power 10 emerge.
TR * Valuation gap is justified. We belleve that a valustion premium for Sinus is justified based on
Phifip Mutooni an anatysis of par subscriber valuations. The tenms of XM's agreement with GM are so
gf;;':‘?::;'ﬂ onerous that we estimate the GM subscribers have anincremertal value (before indinect

e i —— costs) of onfy $150 versus $600-700 for a non-GM OEM subscriber and $900-1,100 for retail.

IMPCRTANT DISCLOSURES, ANALY ST CERTIFICATIONS AND INFORMATION QN TRADE ALERTS AND ANALYST MODEL
PORTFOLIOSARE IN THE DISCLOSURE APPENDIX. US Disclceure: Credt Suisse doss and seeis odo husiness withconparies aovered int
s reserych reports. As areslt, irvesiors shakd he anese thet the Ammrey Feve acorfict of irieret that cauld afect the ojectivity of this repart.
rvestos shoud coeider this repart as arly asirgle o inmaking their investrrest decision Quslomers of Credt Suisee inthe Uried Staies o
recaive indepardert, third party resssrch onfhe: corrpany o camparies covared inths reaort, & ro coet Iothem, where sLeh resesrch is avatable,
CLeomers can access this inckpendert research @b wwwicredit-suissecomir ar call 1877 29t 350 o eTal enuity research@ credi-suises comio
requesl acopy of ths research

XM-S-0001694

EDiract © 2004 - 2008 Alphal.it. Page 1 of 58

XME-008-00002764



«clD: BO3164

Satellite Radio intiation

24 Wy 2006

Investment Thesis and Key Issues

Bullish on Secufar Growth Qutlook

Vet like the growth prospects for sateilte radio and the long-tenm economics of the
business model. The satelite radio industry, which inthe U.5, and Carada consists only
of two compantes, XM and Sinus, s still cady in the growth stage, having only 11.8
million subecribers at the end of second quarter 2008. To date, the retail channel has
driven the majorty of subscriber growth; however, we befieve the automobile OEM
charnnel will drive more gross adde than retail beginning in 2007. We estimate that about
27% of new nanfleet vebicles ‘will have satollite radio systems factory installed in 2008,
up from 17% in 2005, and that this will increase to 52% by 2008 and to 74% by 2010,

By 2010, according to our estimates, satcliite radio subscribers will reach 37 million in
the U.8 and annual satellite radic revenue will be $5.2 billion, up from an estimated
14.6 mifion supscrivers and $1.5 biliory revenue in 2008, XM and Sinus should tum fulk
year ETDA- and free cash flow-postive in 2008 ang gererate combined anmual free
cash flow of 31 2 billion in 2010, or $0.93 per share for XM and $0.53 per share for
Siriue, by owr estimation, Beyond 2010, we believe there will still be significant growth,
with @ 13% five-year revenue CAGR and 18% five-year free cash flow CAGR. Ouwr
modet lorecasts 73 milion satefite radio subscribers by 2020 at an average ARPU of
$13.70, with EBITDA mamgire of 35% and capex/sales of 2%

Exhibi T: Satelle Radio Subscriber, Ri:venue, Free Cash Flow, and EBMTDA Margin Forecast
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XM (Neutral). We Believe 2006 and 2007 Sireet Estimates Are Too High,
but Langer Term, There Is Upside from Current Levels

There has been a steady flow of mogative news for XM over the past five monthe, which
has. driven a 65% docline n XM's stock pnce sice January 12. It started with the
company mMissing its 2005 subscriber gudance and reporting astronomical fouwth
guarter 2005 CPGA, and then cortinued with news of an FCC letter regarding
noncornpliance of XM 's radigs with power emissions standards, an FTC investigation
inMo XM's marketing practices, disappointing first quarter subscribers, lowered 2008
subscrber gudance by 500,000, a flurry of nogative scll-side cstimate revisions, and a
lawsut alleging that XM's CEO sold stock improperly.

White a lot of bad news s currently reflected inthe stock prce and t looks attractive to
us based on DCF analysis, we believe that nsk still exists to 2008 and 2007 consensus
cstimales and 2006 gudance, which makes us mone caulious near term. VWhile the
stock rmay appear washed out, it 18 a stock with no valuation support; therefore,
eamrngs momentum is the key driver of vakuation. We recommend investors wait urtil
cstimnates come down futher before buying the stock. We belleve that XM will fall short
of its 8.5-million subscnber guidance for 2008, our 8.25 million estimate is near the low
end of the consensus range.

We beleve that XM's business model can create significant shareholder value. In fact,
with proper execution, XM should have greater longterm eamings power than Sinus
owing to its superior positioning inthe OEM distribution channed. XM’s OEM partners
had a 5B% share of U.5. auto sales in 2005 versus 41% for Sirfus, and Credit Suisse's
autoimotive sector analyst, Chris Ceraso, expects XM's CEM partrers to gain share in
aggregate at the expense of Sinus ' partners.

However, we expect it will take longer for XM's business model to generate comparable
eamnings {0 that of Sirue owing lo (1) the challenging economics of XM's GM
agreement, {2 Sirius ' cornmitment to a price increase in the near future (versus XM's
reiuctance 1o raise price), and (3} XM’s higher churn rate, which is due moetly to the
higher proportion of OEM customers compared with retail.

Sirivs (Qutperform). Solid Management Executicn, Beatable Street
Estimates, and Better Medwm-Term Earmings Power versus XM

Sirius stock price has suffered in sympathy with XM's over the past several months; the
stock is down 45% since its 2006 high on January 3. This has created a buying
opportunty because, despite XM's problerns, Siriue has consistently defivered resuits
and we befleve it is poised to beat ful-year 2006 estimates and ite guidance for 6.2
miflion subscribers by the end of 2008. Ve reiterate that earnings movnentum s the key
driver of valuations for both Sinus and XM, not multiples of 2010 cash flow or other
refative valuation metrics.

Irvestors should own Sirius over the next year for the following key reasone/calalyst s
{1) marnagjement 1s éxecuting on the business plan; {2) Sirus s likely to exceed Street
estimates, for 2006 and 2007; (3) managemert has signaled it will raise prices in the
fulure, wiich we befieve will be wathin the next twe years; and (4) the resclition of the
dispute wath the RIAA (Recording Industry Association of America) over music royalties
should remove an overhang that has weighed on both stocks.

A 3
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Pait of Sinus ' success this year has been attnbutable to a share shift in retal gross adds
from XM to Sinus. We estimate that Sifus captured 58% of reted gross adds in the first
quarter and 56% inthe second guarter, versus 39% in the first half of 2006, Part of this
1s attntwtable to the launch of Howard Stem’s show in Januy, which many view as a
terrporary phenomenon.  However, we currently see no evidence that share i shifling
back toward XM and we believe that Sinue can sustain retall share of groes adds inthe
low- to mid-50% range for the foresccable fulure. Thes should be the case particularly in
the third quarter, when Siriue has the opportunity to promote ancund its exclusive NFL
programming. NASCAR will move from XM to Sinus in 2007, which should further
support Sirue’ retail share position.

Sirius i3 at @ long-term  disadvantage relative to XM in the QEM channel, as we outlined,
but in our estimation this advantage will not lead 1o supenor eamings power for XM untit
2018, Of course, a fot wik inevitably change befween now and then. Sirius has a shorter
path to profitabifity than XM and stronger free cash flow generation between now and
2016. XM has alonger growth penod though and after 2018 (based on the existing
OEM cortracts), XM will have higher free cash flow generation than Sirius.

A Valuation Gap Is Justified Given Differences between the Value of XM
and Sirius’ Subscriber Bases, Quality of Subscribers/R evenue Counts;
Value of GM Subscribers Should Be Severely Discounted

Sinus * congolidated crterpnse value 18 36 billion versus XM's at 54 billion. VWhike ths
gap shoult narow longer term, we believe that a valuation premium is justfied for Sirius
over the next few years based orian analysis of the value of XM and Sirius' subscnber
bases. \We estimate the incremental valua of Sirius ' year-end 2008 subscriber base to
be about $5.9 bilion versue XM's at §5.6 billion. However, we forecast this 3300 milion
gap to widen to $1.7 billon by year-end 2008 and $2.4 bilkon in 2010, roughly equal to
the $1.8 biion vaiuation gap today. By 2014, we estimate XM's subscriber base will be
worth 5300 million more than Sirius ', thue supporting our thesis that the long-term
caminge power of XM is gneater than that of Sirlue. The average incremertal value of a
Sirlue customer is worth more than that of XM because of its (1) lowet reverue share
{due %o XM's onerous agreement with GM); (2) higher ARPU (based on clear signals
from Siriss that it will ralse price in contrast to XM's reluctance (which is understandabl e
given its loss of retal share); and (3} jower chum {due to tower self-pay chum and lower
OEM chanhel exposure).

Mary argue that the valuation gap should be the other way around, with XM having a
higher erterprise value than Sinus owing to XM's Jarger subscriber and revenue base.
Heowever, this logic does not take nto account the quality of subscrbers/r evenue, which
can be measured by caiculating the value of an incremental subscrber for each type of
subsciiber, each of wiyxch has its own unique economics. The largest hole in this
argument relates to XM's GM subscnbers, which we estimate have an incremental
value equivalent to only 15% of the value of a retail subscriber. If we exclude the GM
subscribers from XM's customer count due to therr marginai value, Siriue would be
larger than XM by the end of this year by about 50,000 customers, agap that we
forecast to waden to 2 7 million by 2010, after which time we expect XM to start catehing
up because of its more favorable CEM posltion.

A %

4 CREDIT SUISSE

XM-S-0001697

Elirect © 2004 - 2008 Alphalit. Page 4 of 58

XME-008-00002764



Satellite Radio Inifiation 24 July 2006

Exhibit 2: Incremental Subscriber Vaksation
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Woes kness in GM Safes to Be Positive for XM and Sirius Once the Other
OEMs Are Fully Ramped

Investors have always viewed GM sales weakness as negative for XM, but they should
view GM sales weakness as positive for both XM and Sinus because once all the OEMs
are upand running with their factory install programe, a customer that isn't buying from
GM will be buying another make that camies much more favorable economics to satellte
radio operators. We believe that the best thing that could happen to XM would be for
more ang more GM customers to switch to Honda, Nissan, and Toyota. Hypothetically,
if GM sales went to zero tomoffow, even if Ford and Chrysler (both Sirius partners)
picked up Half of the volume it would still be a iage net positive for XM because the
other half would go to XM's partners and these subscribers would have 4.5 times the
value of a3 GM subscriber.

Will Sinus’ “Pusi’ StrategyChange he Game and Take Away XMs OEM
DistribuionAdvanta ge—How Securels XMs ExclusiveRelationshipwith Toyota?
Sirus does crjay A cortont advantage over XM, in our opibion. XM fas good content
and certainly some comeuners even prefer XM over Sirius, particularly hard core
baseball and hockey fans. However, with Sirius having the two sports with the largest
U.5. fan bases —NFL and NASCAR —one has !o give the advaniage to Sinus when it
comes to sports. VWith talk radio, however, the oty significant difference in our minds is
that Sinus has Howard Stem and XM has Opie & Anthory ——again, an advantage to
Sirus (by @ wide fmargin). Both cormparves have a wide amay of music channels and
both have virtually the sarme news line-up.

In the retal! marketplace, where consumers have a choice of providers, there is clearly,
on average, a preference for Sifus, based on Sirus ' retail gross add share in the mid-
5% range. If customers begin to demonetrate individual preferences for one service
over the other and that preference becomes a factor in their automobile purchase
decisicns, it is logical to assume that Toyota may rethink its exclusive factory instak
retationship wath XM, or at least make it painless for customers to have Sirius instalied
as a dealer or port option. Why do we single out Toyota? Unlike the other OEMs, Toyota
offers Sinus as a port and dealer-installed option today, and Toyota has designed this
interchangeatsi ty into s vehicles by equipping them with dual-mode antennas and

9 CREDIY SLISSE‘
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head urits. Only the unt located in the trunk needs to be changed inorder to switch the
velicke from XM t¢ Sinus. Toyota is the fourth largest seller of automobiles inthe U S.
and Credd Suisse estimates it wik be number 2 within five years, if haif of Toyota
volumes were to go to Siriue over time, XM's OEM share acdvartage would be greatly
diminished. XM's share would still be a bt higher in the out years based on our forocast
for Nigsan and Honda to gain share at the expense of GM, Ford, and Chrysler,

FCC FM Modulator Issue Remains

XM and Sinue both recetved notification from the FCC—either directly or through
manufactirers of their equipmert —that FM modulatore on several plug and play models
were riol in compliance with FCC power emissions standards. Ve expect this issue to
be resoived in the near future with No negative impact on Sirius ' ability to add customers
and scme impact on XM, althcugh we believe that XM's second guarter retad weakness
was caueed by more than just the moduator problemn. Sinue experienced minimal
impact to invertories during the second quarter and inthe third quarter thug far.

This remaine an open issue for bath companies and untit the FCC certifies that the
equipmert meets FCC guidelines it represents a risk to near4erm subscriber growth,
but more so for XM than for Sirius.

Valuation

+ Ourtarget prices of $17 for XM and $6 for Sirius represent about 50% upside to
cument market value. We derived our target prices by modeling five scenarios:
discounting those scenarios using a OCF model with a 10.5% weighted average cost
of capital (WACC), an explick forecaet through 2020, and 0% growth therealter into
perpetuity; and then probabildy weighting each scenarie.

Valuations for XM and Siriue jook high by conventional vallation metrice based on our
2006-2008 estimates. However, the price/free cash flow multiples begin to look more
reascrable on oy 2009 estimates al 33 times for XM and 10 bimes for Sifius.

We estimate peak value creation years for Sirius will be 2008-2008 and for XM 2007-
2014 based on our subscriber vallation amalysis.

Economics—Long-Term After-Tax FCF Margins of 22%

We befieve the business model will generate 35% EBITDA margine in the long term;
however, the underlying eamings power of the modet is cumently being masked by
subscnber acguisition costs (SAC) as a result of the very high rate of subscnber growth,
ang fixed prograroming, as well as indirect marketing costs. As the revenue base grows
over the next few years, SAC and programming will decline as a percertage of revenue,
{eading o margin expansion,

The tweiness is not captakirtensiv e We estimate steady-state capex/sales ratios will
be in the 2-3% range. (This represerts the average, t will be higher in some years and
lower inothers depending on the exact timing of investments in new satellites.)

Like rmost subscription-bas ed business models, the ecoromics are highly sensitive to
ARPU and chum rate Exiwbits 3 and 4 demonstrate the sersitivity of these fwo key
vanables on free cash flow generation. Ve use 2070 because it represents a more
steady-state penod as opposed to the next two to three years.
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Exhibit 3: Sensitivity Analysis of Chum and ARPU on FCF per Share, 2010E

24 July 2008
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Risks to Qur Forecast and Target Prices
+ Rute of consumer adoption. Satetite radio is a relatively immature service. If
consumer demand 18 lower than we forecast, it could drive iower groes ackie, higher

chum, and lower OEM conversion rates, all of which would result inlower earmings
forecasts and target prices.

Imationat competitionvhigh CPGA and churn. [f XM and Sidue decide to compete very
aggressively and drive up CPGA, this wouki detay pmofitability and a lowening of our
camirgs forecast and target prices.

Escakating programming costs. While programming costs are fixed costs, when
contracts expire there & a risk that (1) XM and Sirius bid up the prce of exclusive
cortert such ae the NFL, or that (2} XM and Sirius have to increase payment for
nonexciusive content.

.

.Music royalty paymente increasing. XM and Sirue pay royaities to orgenzations
representing musical artists. The amount paid under the existing contracts is
equivalert to 6-7% of reverue. XM and Sirius ' contracts with the RIAA, the largest of
these orgarizations, exprre at the end of 2008. They have not been able to come to
an agreement with the RIAA ona new contract and, as a resut, the malter in
expected to go to arbitration this summer. Ouwr base-case forecast assumes that 7% of
reverue I8 the new royalty rate. if the actual rate goes higher than 7%, eamings would
be driven lower.

Technological substitution If ancther service delivered over a different type of
networik. such as a terrestrial wircless retwork, were to erter the pay-radic market,
lower satellte radio subscnbers, lower ARPU, and. therefore, lower eamings and
target prices for XM and Sirus coud resuit.

+ HD radio. Tefrestrial radio operators have begun to offer HD (high definition) radio,
which allows themn to offer more channels and higher fidelity If this effort makes
corgumens more satisfied with terrestrial radio, lower demand for sateliite radic
could resuit,
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Historical Stock Performance

Sirive, and XM urtit recently, have outperformed the S&P 500 over the last three years,
ae shown in Exhibit 4. XM has undefperformed  year to date by 5,000 basis points and
Siriue by 3,700 basis pointe,

The sel-off in both stocks was driven by investors’ concems over the cconormics of

the business model, consumer demand for satelite radie, and potentially irrational
competitive behavior between XM and Sirius. More gpecifically, concerns include

{1) slowing retail demand for the product, (2) CPGA levels, (3) declinng OEM
cofwersion jates and increasing chum, (4) increasing music royally payments, and

() noncompliance with FCC ndes regarding emission standards for the FM modulators
usecd in XM and Sinue ' equipment. Other concerns include, company-specific  issues
related to an FTC investigation into XM's marketing practices, the resignation of a board
rmember over his differences with management on cost maragement, and a lawsult filed
against XM's CEQ alleging improper sales of his XM stock.

Exhibit 4: Three-Year Stock Performance versus the S&P 500
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Industry Overview

Industry Structure Allows for Growth and Strong Returns
The U.S satellite radio ndustry 13 a duopoly comprised of Siriue Satellte Radio and XM
Satellite Radio. Both companies alsc have equity investments in affiliates that recently
began offenng service in Canada. Risk of entry by new satellite radio oper#tors is
minimal due to the length of time and the Mvestment required o acquire spectrum
licerses (also, no spectrum 15 available at this time for a new ontrant), build and launch
satellites, develop chipsets, ostablish distribution agreements, and build/buy
programming capabilitics. However, there is some rigk that substitute content dellvery
methods emerge, creating more competition within the soctor. Potential threats include
(1) Internet radio delvered to portable wireless communication devices such as cefl
phones, (2} HD terrestnal radio, which the terresinal radio companies have begun to
deploy, (3} terrestrial wireless-based services uilizing new technologies such as
MediaFl.O or DVB-H, and (4) substitution from downloaded content onto MP3 players.

Satellite radio is well positioned versus these potential threats, in our opinion, because
the gatellte radic companies cumently have all of the important componerts of the
model in place: spectrum licenses, network infrastructure, equipment production, OEM
and retail distribution, and content/programm ing. Satefite radio aiso has no legacy
business interests fo protect (unlike temestrial radio). None of these potential substitules
is reedy to compete with satelite radio today, the only service that actually intends to
compete headto-head with satelite radio is HD temestrial radio. MedlaFLQ and DVB-H
will most likely be used for video delivery rather then audio. MP3 players certaibly
compete for listening time, but sigreficant rooms exists for both types of meadia
consumption fo coexist, particularly in the car. Intemet radio is interesting, but there is
no practical way for consumers to listen to it while away from their compulers and
cerfainly not while in their cars.

HD Radio: A Defensive Strategy with No Business Model and Virkually
No COEM Distnbution

Terestrial radic operators have begun to offer HD digital radio, enabiing AM and FM
radio staticns to broadcast programe digitally through new techroiogies. HD radio
afforda temestnal operators two primary benefits: (1) HD allows traditional radio
companies to offer more channels, and (2) the charnels sound better (i.e., higher
fidedity). \We are not convinced, however that the new service will drive significant
revenues or profits for racko cornpanies. |p short, we are rot corfident that HD
represents a substantial business opportunity for the terrestrial radio operators, Inowr
opinion, HOD is a defense mechanism being employed by traditional radio operators
against the satellite radio compurses,

In our view, the incrermertal revenues that HD radio rmay provide will come primanily
from advertising. A subscription revenue model has been mentioned as a possibility, but
we find this revenue stream highly unilkely to gain traction.

To date, approximately 700 stations have upgraded their signals to HD, but the HD
Radio Alliance, which consists of the natlon's largeat tenestrial radio operators, s
focused on accelerating the milout. The total number of HD stations could amount to
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over 1,000 by the end of 2006. In addition, the HD Radio Aliance has agreed to nn
commercial-free HD stations for the next 18 months, whle spending at least $200
million 1o promote the new service.

The terrestrial radio companies are afternpting o obtain OEM distribution today, but for
the mest part, we think they are five years away from realizing this. The one exception s
BMW, we expect 5ome BMW models to offer HD radic in 2007,

We thirk content will continue to be a differentiator for satellite radio, since it is doubtful
that HD radio goes beyond music. Also, if HD radio at some point adds commercials to
its rusic stations, there will be an even greater distinction between temrestrial HD and
sateilite radio, as satelfite radio’s music channels are commercial-free,

It's All about the Car

The draw of satellte radio for the majority of consumers is and wil! continue o be for
use whike driving, inour opinion. Other uses—wearable, at home, or at work—will be
peripheral. The car is the only piace, In our view, thet is ressorably Insulated from
substitution by other products, such as portable media players and streaming content.
VWhile aconsumer can, for example, use anPOD to play music inthe car if one
chooses, we belleve that demand for satelite radio wil continue to be strong when the
equipiment is factory irstalled in cams and offers a varety of music, sports, news, and
other ertertainment channeis. XM and Sirus alsoc have the ability 1o tie subscriptions to
navigation and traffic services that are also factory installed. Note that the subscnption
price for satelite radio s relatively inexpensive at $12.95 per month (about the cost of
three Iattes from Starbucks, or a pizza).

| XM row offers integrated handheld radivMP3 players that are cagable of receiving ive

radio sighals and recording live contert on the device. Siriue also offers a handheld
moded with recording capabilties, but it does not receive live signals, however, we
expect Sirus to launch a live handheldMP3 model in the late summer or early fall. XM
and Sirius ' handhek! products are exciting, but given the level of competition in the MPJ
market and Apple 's dominance, we are cautious with respect to including significant
handheid sales inour forecast. We also belleve that the potential for handhekis |s
limitedd by reception probleme because safelite radio requres line-of-sight with satellites
or terrestrial repeaters.

Satellite Radio Has the Ability to Partner with Other Service/Application
Providers, Wil We Ever See a Partnership with Apple?

Satellite radio is positioned {o potentially profit from cooperating with other
service/applicat ion providers and MP3 player producers. It is very possible that we will
see satelite radio chips embedded in other portable devices, such as cell phones and
MP3 players, making the service available onthose devices as well. The cost of
acquring these customers would be less and, therefore, even with a revenue share to
the partner, these customers could be equally profitable. VWhy partner with satellite
rado? Because satellite radio hae already made the investments in building theiwr
cortent partfolios, which we believe the wweless operators and MFP3 mamufactuwrers
woldd not want {o do on their own-—not to mention that satellite radio has exclusive

A Y
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rights to certain content, making the contert difficult to replicate. Furthenmone, satelite
networks are very efficient for broadcast purposes, which would aflow the wircless
operators to reserve their terrestrial spectrum for data and video applications.

A deal with Apple would, obviously, be a tromendous opportunity for Simue or XM if they
could reach an agreoment, The primary incentive for Apple to erter inlo a partrership to
include Sinus ' o XM's chips would be the oppertunity to add another generationviine of
IPOD Ancther motivation for Apple would be in the case that the handheld radioyMP3
players are wiklly successful arnd appear to be ina position to gain share at Apple's
oxpense; by partnening, Apple could mairtain more market share. However, a
partnership between Apple and Sirius or XM could complicate Apple 's relationships

with the musie recording industty, which today eams substantial revenues from iTunes
music downicads,

It Apple wene to offer a rado/MP3 player capable of recording songs directly from
satefiite radio, the music industry would see thig as a direct threat to download
revenues. This dispule is identical Lo the one that the music industry is currently having
with salelite radio over ite radios with recording capabilties. A disagreemert with the
music industry could be avoided, however, by not including the capability to record
sateiite radio feeds in the 1POD device. We think a satelite radio iPOD wouk bea
viable product if it had the ability to neceive the radio Teed and play MP2 files, even
without the ability to recond broadcasts. Credt Suisse analyst Rob Semple believes that
Appke migit be open to such a relationship with a satelite radio operator, provided that
Apple meceives the chips at no cost and receives a subsidy.

Satellite Radio Business Model

The satelite radio business model is similar to that of cable television and direct-to-
homet (DTH) satelite operators inthat it is a network-based subscription cortent
distribution model. The key business modet drivers are gross additions, chum, average
reverme per uselr (ARPU), subscriber acquisition cosls (SAC), and gross margin (which
inclucle prograryrung  costs and revenue share).

Distribution
Satellite radio equipment is sold through two major chanvels:

1. QEM (auomobile manufacturers).
2. Retall (includes third-party retail outlets and direct web sales).

Onee a customer purchases the equipment, the subacription is activated by phone or
over the Web and, in most cases, the cost for several morths of service 18 prepaid with
a crecit card. (The average is nine.) The service is priced at a flat rate of $12.95 per
month, with dscourts given for extended prepaid subscription periods. Every radio unit
requires its own subscription to satellite radic service. Each subscription courts as one
subscnber, even if the same irdividuat has more than one subscnption, XM and Sirus
both offer “family subscriptions, " whereby existing customers can add additional
subscrptions o an account for $6.99 apiece. (Sirue allows three additional
subscriptions, XM allows fowr per account.)
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Pragramiming

Cortent, or programmyng, consists of more than 150 channels of music, news, sports,
talk, comedy, kids programs, traffic, and weather. Programming is a combination of

(1) interrally produced stations {e.g., music), (2) thid-party produced channels that in
some cases are simply the audio feeds of a television broadcast {e.g., CNBC) and in
other cases are terresthal radio broadcasts (e.g., Bloomberg Radio), and (3) intermally
produced cortent sumounding acore everd or talent (e.g., Major League Baseball, NFL,
the Word Cup, Howard Stern, Oprah Wnfrey), XM and Sirius also make royalty
payrnerte to organizations represcnting musical artlsts, the largest of which is the RIAA,
as compensation for use of music in satellite radio broadcasts.

The key differences inthe programming lineupe of XM and Sirius are that Sirius has
Howard Stem, the NFL and will have NASCAR (beginning in 2007) onan exclusive
basits, while XM has Major League Baseball and the NHL on an exchsive basis. Both
have an extensive list of music channels and have similar lineups for national news, XM
also hau an exciusive Oprah Winfrey channel, which could prove to be a differentiator
within the female demographic.

Network

XM and Sirius each have 12.5 MHz of spectrum inthe 23202 345 GHz frequency
range (S-band), which is used to broadcas! their services to customers, They each have
an additioral 12,5 MHz of spectrum that is used for uplink (e, transmatting contert Lp
to the satellites).

XM requires.  two satellites o broadcast its programming and curently has three
satellitea inorbd: XM-1, 2, and 3. XM 1 and 2 have experienced *anomalies, " which
shortiened their expected useful lives to first quarter 2008, XM-3 was launched in
February 2005 as a repiacement; XM-4 is scheduled to be launched in the second half
of X008 as the secord replacement satelite. XM-5 is scheduled to be completed in 2007
and will sefve as a ground spare.

Sifus requires three efliptical sateilites to dediver its service and currently has thee in
orbié, plus one ground spare. Sifus recently signed a contract to build ard launch a
geostistionary sateflite, which is scheguled to be launched in fourth quarter 2008, in
order to improve reception quality.

Both companies also have a network of termestnal repeaters, which provide a signal to
areas thet are nat in line-of-sight  with a satellite owing to topography, buidings, or other
obstructions. XM has aboul 800 repeaters while Sifius has about 140. We belleve that
Siriug does not require as extensive a repeater network as XM because Siriug ' satellites
are at a steeper look angle and cari, therefore, deliver signals to customers with less
topographical interference than XM's.
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Industry Forecast

Subscriber Growth

There were 11.6 million satellite radio subscribers at the end of the second quarter, 85%
mere than a year ago. We project this to increase to 28 million by 2008, 37 milbon by
2010, and 63 milion by 2015. As depicted in Exhibit 5, we project Sirius will add more
net subscribers than XM in 2006-2009 based on better performance in the retait sales
chahnel and a greater percontage of gross adde cornverting into net adds, rather than
boing used to replace chumed subscribers. However, we estimate XM will grow faster
than Sirius beginning in 2011 as a result of XM having greater shane of the OEM
channel and ouwr expectation that XM's OEM partrers in aggregate  gain market share
while Sirius ' partners fose share.

Exhib 5: Satefile Raclio Industry Subscriber Forecast
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Sourter Company data, Credit Suisse estfmetes

Market Share Shifting to Sinus in the Near Term

Market share is curerily split 50/40 in favor of XM, but shame is shifting toward Sirius
due to (1) higher share of retail gross additions going to Sinus versus XM, (2) XM's
larger subscriber base, which means that Sifus needs fewer gross adds {o service
chum, and (3) Sinus is beginning to ramp its OEM ciannetl. We forecast market share to
cortinue to shift toward Sirius through 2010, but then to swing back toward XM based
on its greater share of the OEM channel,
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Exhibit §: SateNite Radio industry Market Sham
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Push versus Pull: XM and Sirius Play to Their Strengths
XM has secured a superior position over Sinue 0 the CEM channel, having reached
longtemn factory instailation agreermerts with auto manufacturers representing 58% of
U.S. auto unit sales (based on 2005 =ales). Not only does XM have a better OEM share
position today, but its OEM partriers in aggregate should increase their market share in
the fuke, while Sinus’ partners lose share. Sinus ' OEM factory installation partrers
have 41% market share today.

For Sirius, the OEM share dispanty means that it must strive to offer better contert in
order to pull demand thvough the retail charmel and potentially encowrage an OEM to
switch from XM to Siriue, and motivate XM OEM customers to switch from XM to Sinus
by purchasing an addtional piece of equipment. Otherwisa, Sinus will have to accept a
lower long-temm market share position, wiich would put it at a disadvantage to XM in
negotiating cxclusive content rights, partnening with other industries/compa nies, and
content and equipment pricing,

Having a better contert offering than XM is at the heart of Sinus’ strategy. XM doesn 't
have to beat Sinus in content given its better OEM position, but XM does need to
ensun2 that the perceived gap between its conlent and that of Sirius doesn 't become too
wide, Otherwise, in the future XM would nsk losing significant retail share, experience
higher OEM chum, and potertially lose OEM partners. With an estimated 5545 spiit of
retal gross adds cumertly, we befieve the gap between XM's and Sirius ' content is not
that great today, but it does favor Sinus. This may be exacerbated by Sirius ' marketing
arourxd the NFL in the third quarter and NASCAR moving from XM to Sirius in 2007, but
this should be somewhat offget by Oprah Winfrey's channel launching inthe fall on XM,

Exhibit 7 breaks down our subscrber forecast through 2015 into retait and OEM
subecribers for XM and Sinus. The chart ilustrates the ramp in the OEM channel, which
is only 1n its very early stages today, and alsc shows ouwr forecast for maturity of the
retal channel by 2012 as a result of the OEM instalation rate reaching an estimated
86% <f new automobiles.  The OEM forecast includes customers with predwned cars
that have sateilite radio factory installed in their vehicles.
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Exhibll 7: OEM and Retail Subscribers, 2005-2015E

’—— Totadl Subscribers by Channel [XMSR vs SR

4 000

#4000
i
X Do
=0
oo
15 000

el

o

SiRl

gl ' ;]

Note: OEM nciudes the precwned auta channel.
Source Company data, Credit Susse estimates

07

Retail Has Been the Primary Driver of Growth, but OEM
Will Drive More Growth than Retail Beginning in 2008
Exhibt 3 depicts retail and OEM net adde for the industry. In 20085, retail/direct sales
drove two-thirds of subscriber growth, while OEM drove onethird, VWe forecast this
relati>nship to neary invert by 2000 as satelife radio becomes standard equipment on
an ncressing  number of vehicles. (We befieve it will each 90% of nonfiest vericles by
2013.) The logical resuit of ful satellte radio availabilty in new cars is a decline inthe
number of retail gross additione given thal most retail subscnbers ame using the service
pnmanly for the car. Vvhile the new handheld products that integrate satellite radio with
MP3 player functionality are exciting, portable radio listereng is a very small percentage
of total radio listening, at least vased on the terrestral radio experience. Therefore,
unless satellite radio's handhekds actually change listering patterns dramatically or the
ntegration of MP3 playere makes them that much mare attractive for consumers, once
there is Uil availability in new automobiles fewer consumers will buy through retail.
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Exhibit 8: Retall, OEM, and Preowned Aulo Net Additions
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Shift toward the OEM Channel Will Favor XM

XM has exclusive factory install relationahips with GM, HondavAcura, NissarvInfiniti,
Toyola/Lexus, Hyundai, and Suzuki. In aggregate, XM's exclusive OEM relationships
represented 56% of U.S. auto unt sales in 2005 (after adjusting for an estimated 15% of
Toyota sales going o Sirivs through ts dealer and port installation agreemert, which
accourts for 200 basis points of share). Sirius has exclusive relationships with Daimier
Chrysler, Ford, BMW, Mitsubishi, AudifVolkswagen, and Kia, wiich constituted 43% of
2005 U.55. auto unit sales (including an estimated 15% of Toyota).

We expect the OEM share disparity between XM and Sirius to widen inthe futwre as
U.S. auto manufacturers continue to lose share to giobal competitors. Exhibit 9
forecasts, market shane for XM's and Sirius ' OEM partrers. XM's paritners had 55.2%
share of LI.S. unit sales in 2003, which increased to 57.8% in 2005 (unadjusted for
Toyota). We project XM partrors ' aggregate share toincrease 220 basis points, to 60%,
by 2010, and to 62.4% by 2015, Sinue partners ' aggregate share was 43.3% in 2003,
and declined to 40.8% in 2005. We forecast Sinus parthers ' share to declkine to 38.6% in
2010 and to 36 2% in 213
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Exhibit 9: OEM Market Share, XMversus Sirius, 2003-2015€E
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We beleve that XM's higher OEM market share wil transiate into significantly higher
OEM net adds compared with Sirks beginning in 2011 as Toyota, Nissan, and Hyundai
accelerate production of vetycles with factory inetallation over the next couple of years.
Exhitt 10 depicts our OEM net add forecast.

Source  Comparny data, Credit Suisse estmates.

Family Subscriptions

Cnce an individual has a satefite radio subscription, addtional “farmity” subscriptions for
other radic unte may be taken (for use in the home, ancther car, or a portable) for $6,99
apiece. XM allows subscrbers to take up to fowr family subscriptions per account; Sinus
allows three per account. Family subscriptions are counted as additional subscribers
ard represerted 12% of Sirus ' and 19% of XM's total subscribers at the end of 2005.
We forecast this to Increase to 30% of subscribere for Sinue and 35% for XM by the end
of the forecast penod.
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Farmly plan subscribers accounted for aboul 30% of XM's ret axids over the past two
quarters versus about 13% for Sirus. We believe that the disparity in family penetration
levels is due to XM marketing family plang more aggressively than Sirius,

Churn: Heading Higher, Driven by Increased OEM and
Auto Replacement Cycle

We bekeve that total chum for XM will increase to 2.9% over the next three years (from
an estimated 2.6% in 2008) and for Sirius, to 2.2% (from an estimated 2.0% in 2008).
The increase is a matural comsequence of the aulo replacement cycle and
noncorversion  of OEM customers. We assume inour base case that XM's corversion
rate stays flat at about 54%, while Sirius scttles in at 55% (slightly higher because Sirius
has longer promotional pericds). The average new aulomobile ownership period is
about four years, which means that even if every subscriber that corwerted after the
OEM promotional penod stayed until the car were sold, the chum rate for OEM
subscribers who converted would be 2.1%.

In order to calculate the total chum rate, we add the impact of noncorwersiont , which is
equivalent to anather 180 basis points for customers with a 3-month promotional period
(e.g.. GWXM) or another 120 bagis poirts for customers with a 12-month  promotioral
period (2.9., Chrysler/Siriug) . This brings lotal QEM chum rates toa range of 3.3-3.9%,
depending onthe specific OEM. Because most of these vehicles have useful lives
beyond the four-year initial ownership period (the average life of a car is about ten
years), it means that the next owner of a vehicle may aleo become a subscriber;
therefone, at least a portion, and perhaps all In some cases, of the SAC can be avoided
on thee second owner, thus increasing retum on investment.

However, XM and Sirius have not yet figured out how to self to the preowned market
sepment and one of the tactics we believe they are contempiating is establishing
distribution agreements with owners of multiple used car dealerships {e.g., Penske,
Augo Nation), which would involve paying commissions to the dealers (similar to retail).
Note that the average used car buyer 18 of a lower demographic  profile than the average
new car buyer and is, therefore, less likely to subscribe, owing to price sensitivily, and
will have a higher propensity to chum,

in angslyzing satellite radic chum, we look at it two ways: with and withow OEM
nonconversion.  VWhat we mean by noncorversion s the group of customers that
become satelite radio subscribers through the OEM channel, but do not opt to become
subscribers after the expiration of the initial subscription period that was included in the
price of the car.

Using the: traditional chum calcudation, winch is total disconnects divided by average
subscribers, we amve at a number that accurately reflects the economic cost of chum
(i.e., SAC). However, as a measuwement of customer satisfaction with the product, the
traditional chum calculation paints a pictwre that is more negative than reality, in our
opinion.  The reason for thes 1s that some percertage of customers becomes subecribers
ae & resut of puchaeing a new car that happens 1o have satellite radio factory installed
and a subscription fee bult into the price of the vehicle. Many of these new awomobile
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buyers would not have otherwsse subscnbed to satellite radio, As a resut, many inths
group of customvers do not opt to subscnbe at the end of the wnitial subscription pericxd
ang, therefore, become disconnects, or add to chum.

The eccnomic reality of OEM distibution, pavticularly as the installation rates increase
aver the next fow years, s that a portion of SAC {aboul 45% of OEM SAC today for XM)
will be spent on customers that are not going to stay because they wene not interested
inthe service to begin with. We account for this in cur models; however, when locking at
chum as an srdicator of demand for sateflite radio, we should also look at chum
exciuding the impact of CEM noncorversion.

Exhibits 11 and 12 show histonical and forecast chum rates for XM and Sirius. Exhibit 11
is tetal chum, including the effect of OEM customers not conwverting, and Exhibit 12
represents chum adjusted to exclude OEM nonconversion. The conversion discussion
has been relevant to XM only historically because Sinue began ramping the OEM
channel in 2005, therefore, its pregaid subecription periods didrit begin to expire until
2008, The difference between XM's and Sirus ' unadjusted churn rates mostly relates to
XM having a sigrificart number of OEM trial customers who opt not to renew their
subscriptions, while Sirius does not, owing to it being earier in the ramp up of its CEM
charnei. We project XM to have Higher longterm chumn rates than Siius because we
bolieve XM will have more GEM customers as a percentage of ité channal mix and
becauee XM has shorter promotional periods on avefage today. We aisa forecast Sirua
to heive siightly lower retail chum than XM, which we belleve is the case today.

Exhibit 11: Chum Rates, Unadjusted

Chum Rate - Unadjusted
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Exhibit 12: Churn Rates, Adjusted for OEM Noncorversion

Chum Ratw - Adjusted
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Source: Compay data, Credi Swsse estmales.

OEM Canversion Rates

Most new attomobiles with factory installe d satelfte radics also include a prepaid
subscription to the service inthe purchase price. These range from 2-12 months In
duration. For example, GM car buyers receive ttree morthe of service {(one of which is
a free month provided by XM as opposed toa prepaid month), Ford and Mercedes
buyers nxceive § months of Siius service prepaid, and Chrysier buyers receive 12
monthe of Sinus 2ervice prepaid.

Some OEMs—namely, Toyotd and Audi’Volkswagen —do not inciude a prepaid
subscription penod, instead, they include three morthe” free service, in which caee they
are it counted ae cuslomers uniess they become paying subscribers after the free
pefiod. These customers also do not drive chum from ronconversion. The effect of
these customers onthe key operating metrics is to lower OEM churn, ard to drive
higher SAC/CPGA, and lower gross adde.

The only data that are available today on conversion rate are from XM. In 2004, the
corversion rate was 59°%; it increased to B0 7% in first guarter 2005 and declined
steadily each quarer, reaching 54.5% in fourth quarter 2005 and 54.3% in first quarter
2005. As the rate of sateliite radio factory inetallation increases, it 1s reasonable to
expec| the corversion rate to decline because more people that don 't wart the service
will end up taking it. However. we believe that this phenomenon may be offset by the
growth n populanty  of satellite radio amorg consumers.

Exhibit 13 depicts XM's actual OEM conversion rates in 2004 and 2005
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Exhibi 14: Industry Revenue Forecast
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Exhibll 13: Historlkcal OEM Conversion Rates for XM, 2004- 056

CEM Conversion Rate
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Revenue Forecast
We forccast satellte radio industry reverue 1o nearly double in 2008, to $1.55 bilkon, to
increase to 33 3 billion in 2008, and to $5.2 billen in 2010, as shown in Exhibit 14,
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Company data, Creal Suisse eshmatas,

Revenue Mixand ARPU Forecast

Ninety percent of satellite radio revenue curently comes from subscnption fees, 3-4% ig
from advertising, and the remainder is from equipment and activation fees. Qver time,
we believe that advertising revenue per subscnber will increase as the customer base
grows and becomes increasingly attractive to mational advertisers. We estimate
advertising wil represert 10% of revenue of by 2010, Note that satedlite radio 1s not ina
pasition to target the focal advertising market, where terrestrial radic eams s living, due
to satedite radio ‘s lack of local cortent and insufficient spectrum to deliver &,
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